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PREFACE 



To be exposed to the dynamics of the changing methods and techniques 
of modern business is the pleasure. To compare the simple acts of the store- 
keeper in Abe Lincoln's time with the myriad problems of modern America's 
merchandising is to note the difference between one and infinity. 

In the clamor to make government more efficient— to make it more like 
its commercial counterpart— we find many of the methods employed by top manage- 
ment held up for governmental emulation. 

In order to better perceive the value or lack of value of a popular 
present day management technique, the subject of the Role of Management Con- 
sultants in Industry and Government will come under our scrutiny. Attention 
will be directed at its origin, present concept, extent of its use and general 
value. 

The treatment afforded the subject in this paper will emphasize the 
business uses of management consultants. Less detailed attention will be 
paid the broader aspects of governmental applications in Chapters 7 and 8. 

It is desired to take this opportunity to express grateful appreciation 
for the assistance of Mr. George Kerr of the United States Navy Management 
Office of the Executive Office of the Secretary of the Navy. 
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INTRODUCTION 



The stage for our discussion can best be set by a paragraph from 
Daniel Seligman.* 

Big business has taken to its ample bosom the newest theories and 
techniques of management t and their practicioners have achieved 
an awesome reputation. They reshuffle vast organizations, unearth 
and remold executive clay, devise and order new incentives, lubri- 
cate the machinery of communications, endlessly repair all relations— 
human, public and industrial. We see them, flanked by young sober- 
sides out of the business schools. 

Computers, analog and linear, assist their deliberations; so do 
the new scholastics of business, the consultants. The decisions 
of these new managers, even when they are perchance outrageously 
wrong, reflect a degree of sophistication unknown in the delib- 
erations of their rude forefathers. 

At the start let it be understood clearly that there is a definite 
field for management consultants in the business world. In addition there is 
a definite field for each type of specialized service which consultants provide. 
Without specialized knowledge few business enterprises would be able to operate 
efficiently or profitably. Few corporations have on their payrolls employees 
with all the varieties of specialized knowledge required to efficiently run 
that business. In the absence of such talents among both management and em- 
ployee it is wise to employ outside specialists whether their specialty is in 
accounting, law, operations research, market research, science, engineering, 
public or human relations. 



Daniel Seligman, "Middle-Sized Management", Fortune . May, 1955, p. 6. 
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CHAPTER I 



THE HISTORY OF MANAGEMENT CONSULTANTS 

Management consultants have a history tracing back to the year 1880.* 

In those early days they were known as "efficiency engineers" who specialized 
in time-and-raotion studies. At the beginning and through its history effic- 
iency engineering was dramatic and much in the public eye. Instead of this 

public attention resulting in success and public acceptance it strangely had 

2 

the opposite effect. It facilitated the operations of unscrupulous operators 
who found "Scientific Management" and "Efficiency" convenient passwords with 
which to gain the confidence of naive industrialists who were ripe for fleecing. 
And fleeced they were. 

Q 

This early period of efficiency engineering lasted until World War II. 
Throughout the beginning years of this period leaders in the field, such as 
Frederic^ W. Taylor, were performing remarkable and successful work. Through- 
out this period gains in public acceptance were made even though their ranks 
were plagued by charlatans who used their huckstering ability to obtain engage- 
ments throughout the country— taking the fees of their sponsors and leaving in 
their wake a hodgepodge of drivel and a lasting distrust for the new science. 
Opposed to these fakes were Henry L. Gantt and other associates of Taylor who 

^Editors of The Controller, "In The Beginning", The Controller . Novem- 
ber, 1954, p. 508. 

2 Ibid . 

3 Ibid. 
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were the reputable consultants of the day. They, along with Frank and Lillian 
Gilbreth, became leading exponents of the field after 1911. 1 Mr. Taylor died 
in 1915, a discouraged man, and his work for awhile tended to be forgotten. 

As time went on efficiency engineers were succeeded by a new group 
which called itself "industrial engineers". Their activities were broadened 
to include more than time and motion studies, plant layout, control of materials 
and redesign of machinery and tools which had been the scope of management con* 
suiting up to that time. They delved beyond production problems into virtually 
all phases of general management, they included fields of personnel, fine***, 
marketing, distribution and administration. 

From this title "Management Engineer" came into use and from that the 
more recent title of "Management Consultant". This last covers any and every 
field previously covered by all the previous users. Their present fields of 
study encompass complete organizational studies of small, middle sized and 
giant corporations, appraisals of executive efficiency and compensation, search 
for new companies it might be desirable to acquire, conception of new products 
to produce and means to finance them. A far cry indeed from the simple efforts 
of Taylor. 



^Richard N. Owens, Management of Industrial Enterprises . (Homewood, 
Illinois, Richard D. Irwin, Inc., 1953), p. 25. 
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CHAPTER II 



THE SCOPE OF OPERATIONS 

"Unsolved solveable problems solved here".* 

This bon mot taken from the door of a management research- company is 
the guiding philosophy behind many consulting firms practicing in America 
today. Their work is the application of research techniques to all phases 
and levels of management. Broadly their activities may be divided into three 
major integral activities namely, administrative, executive and staff re- 
search. ^ These types of management research are based upon the nature of 
overall activity being investigated and are conducted usually by one central- 
ized research organization rather than several small units. 

Administrative research investigates problems usual to the corporate 

\ 

form of management; such problems and activities of interest to the Board of 
Directors, its committees and its President. Such problems pertain to the 
business as a whole in its relations with stockholders and the public in 
general. 

Mr. Glover feels that "Executive Research" explores internal operation- 
al problems arising in the everyday conduct of the business. These problems 
may originate in all departments of a typical organization. 

The third type of management research operations concerns "Staff 

*John G. Glover, Business Operational Research and Reports (New York, 
American Book Company, 1949), p. 35. 

2 Ibid . . pp. 35-36. 
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Research". This encompasses acquisition of knowledge in specific fields such 
as auditing, law and statistics. 

flow much money a consultant makes is a question asked by many of the 
prospective employers of Management Consultants. A look at the table below 
may serve to answer that query. 

Management Consultants are very closemouthed about their financial 
operations, and as a result many clients have been suspicious of 
their fees. That the fees may in fact be closely related to a 
consultant's actual costs is revealed by the figures below, which 
were supplied by the firm of John L. Schwab Associates of Bridge- 
port, Connecticut. Schwab thinks that businessmen ought to know 
how consultants run their business. Typical of many consulting 
firms, his firm, originally concentrated on improving plant oper- 
ations, now deals with many top-management problems. The distri- 
bution of Schwab's labor costs and overhead, and his profit margin, 
are probably comparable to that in many other firms. Schwab's crew 
of nineteen consultants are billed to clients at $130 a day, while 
Schwab charges $250 a day for his own services. Last year the firm 
billed seventy-seven clients a total of $225,000, which breaks down 



like this: 

Consultant's salaries (20 men) $110,250 49.0% 

Office salaries 20,475 9.1 

Bonuses (distributed quarterly) 9,000 4.0 

Travel and entertainment 14,625 6.5 

Rent and maintenance 5,625 2.5 

Training material, textbooks, etc 8,550 3.8 

Insurance for employees 4,500 2.0 

Depreciation on equipment 2,475 1.1 

Taxes, payroll and general 2,700 1.2 

Income taxes 20,475 9.1 

Net profit (reserved for contingencies). . . 26,325 11.7 



$225,000 lOO.Cft 1 

v The magnitude of the business of management consulting can be best 
realized from the fact that in 1954 the fees for professional services renderec 



Editors of Fortune "How Much Money Does a Consultant Make?", Fortune, 
May, 1954, p. 188. 
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vas over four hundred million dollars. 1 

In a recent survey conducted by the Association of Management Engineers, 
|Inc. among 1753 consulting firms it was learned that the typical firm had a 

2 

total of six or seven employees and a gross income of about $60,000 annually. 
Only 60 of those included in the survey reported a gross income of over a 
pillion dollars annually. The survey indicated that a substantial proportion 
if the consultants reported that they offered services in all seven of the 
Specialized classes of management such as marketing, manufacturing and finance . k 
In view of the fact that the typical consulting firm employs only six or seven 
consultants, the businessman might legitimately wonder whether consultants do 
lot claim too much ability for themselves — more in fact than they are able to 
irovide. 

In the United States in 1952 there were approximately eight thousand 
individuals operating as consultants offering management advice on new business 

3 

methods. According to Lyle Spencer, by 1955 the ranks of the consultants had 
swelled greatly. He said, "there are now over 1,700 consulting firms in this 
country, employing some 44,000 people, and grossing $400 million per year".^ 

As to how this $400 million is achieved let us begin by looking at the 

Herrin Stryker, "The Ambitious Consultants" Fortune . May 1954, p. 04. 

^Editors of the Controller, "Census of Management Consultants" The 
Controller . November 1954, p. 509. 

3 

Perrin Stryker, a Guide to Modern Management Methods . (New York: McGraw- 
lill Book Co., 1954), p. 129. 

^Lyle Spencer, "Ten Problems That Worry Presidents" Harvard Business 
Review . November-December 1955, p. 79. 
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size of the individual consultant's fees.* For one man’s services these fees 
range from $75 per day up to the staggering amount of $500 per day. The most 
common figure is $150 daily for a junior staff consultant. (To an executive 
himself earning only $100 daily or $30,000 per year, the fees of a senior part- 
ner of a big consulting firm may appear extraordinary, especially when they 
amount to between $250 and $350 per day.) 

A specific analysis was recently conducted by the Association of Consult 
ing Management Engineers. It was limited to cities of over 100,000 population. 
This survey indicated that there were 1,915 operating consulting firms in 
America. Of these, 39% were specialists who offered only one kind of technique 
or service while 61% were true "Management Consultants" which met the Assoc- 
iation's own definition of a "Management Consultant", i.e., offered two or more 
2 

services. The latter group collected 311 million in annual fees while the 
specialists charged their clients 115 million for their work. A valuable com- 
parison of the lucrative nature of the consulting function can be derived from 
a comparison of the fees grossed by the legal profession for the same period. 
Although the legal profession is over one hundred times the size of the con- 
sulting profession, their remuneration was only 35£ times greater. 

The survey further shows that there were ten "specialists" and fifty- 
six "consultants" who billed their clients more than one million annually. The 
largest income reported was that of the George S. May Company which grossed 



1 



Stryker, "The Ambitious Consultants", oj). cit . . p. 83. 
“Ibid ., p. 04. 
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Increased competition from industrial giants has made the problems of 
today for small and middle sized business cry for an anwer if the weaker of 
the two is to remain in being. This trend toward the bigness exemplified by 
such corporate greats as General Motors and Ford have put the squeeze on the 
"little fellow". 

A good case in point is the Packard Motor Company. In the not too 
distant past it made the premier car of America. Unable to change with the 
times it was recently forced into a "do or die" merger with another staid 
motor performer, the Studebaker Motor Corporation. Use of properly qualified 
management consultants undoubtedly would have highlighted the treads and 
changes in their particular situations long before the point of desperation 
was reached. 

The extent of the competition for public acceptance can also be judged 
from the rise in advertising expenditures. In the last ten years advertising 
expenditures rose from less than three billion dollars annually to an esti- 
mated eight and one-half billion dollars in 1955.* Large scale research in 
selling and advertising has now become an integral and vital part of our 

industrial economy. Mr. Bogart, in the most recent article on the subject 

o 

feels that "Research in turn seems to generate a need for more research". 

Few organizations are adequately staffed to solve the myriad problems 
with which they are faced from within their own organization. They must turn 

*Leo Bogart, "How to Get More Out of Marketing Research", Harvard 
Business Review . January-February, 1956, p. 74. 

2 Ibid . . 
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